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E.O. 11652: GDS 
TAGS: UKMPOL 

SUBJECT: DEFENSE BUDGET INCREASE 

1 . THE PUBLIC EXPENDITURE WHITE PAPER DUE TO BE MADE 
PUBLIC JAN 12 CONTAINS THE FOLLOWING TABLE COVERING THE 
DEFENSE BUDGET: 

POUNDS MILLIONS AT 1977 SURVEY PRICES 
DEFENCE NATIONAL ACCOUNTS 
BUDGET ADJUSTMENTS TOTAL 
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THE TEXT FOR THE TABLE ABOVE IS AS FOLLOWS: BEGIN TEXT 
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DEFENCE BUDGET 

1 . IN ACCORDANCE WITH USUAL PRACTICE THE GOVERNMENT'S 
DEFENCE POLICY OBJECTIVES WILL BE DESCRIBED IN THE 1978 
STATEMENT ON DEFENCE ESTIMATES. THE DEFENCE BUDGET IS 
CENTRAL GOVERNMENT EXPENDITURE, NEARLY ALL OF IT ON 
GOODS AND SERVICES. IT INCLUDES EXPENDITURE BY THE 
DEPARTMENT OF THE ENVIRONMENT ON DEFENCE WORKS SERVICES. 
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THE DEFENCE BUDGET IS NET OF VARIOUS RECEIPTS TO BE 
ITEMISED IN DEFENCE ESTIMATES, WHICH WILL INCLUDE 
EXPECTED PAYMENTS UNDER THE RECENTLY ANNOUNCED OFFSET 
AGREEMENT WITH THE FEDERAL REPUBLIC OF GERMANY. FOR 
1977-78 DEFENCE BUDGET ESTIMATES PROVIDE FOR TOTAL 
RECEIPTS OF POUNDS 865 MILLION. ABOUT 95 PERCENT OF 
DEFENCE BUDGET EXPENDITURE IS CASH LIMITED. 

2. THE DEFENCE BUDGET FIGURES IN THE TABLE ABOVE REFLECT 
CHANGES WHICH HAVE TAKEN PLACE SINCE CMND 6721 WAS 
PUBLISHED. THE SHORTFALLS IN DEFENCE BUDGET EXPENDITURE 
IN 1976-77 AND 1977-78 ARE LARGELY DUE TO UNAVOIDABLE 
DELAYS IN WORKS AND EQUIPMENT PROGRAMMES. THE CHANGE 
IN THE DEFENCE BUDGET FIGURE FOR 1978-79 REFLECTS THE 
POUNDS 8 MILLION INCREASE ANNOUNCED AS PART OF THE 
MEASURES TO ASSIST THE CONSTRUCTION INDUSTRY, LESS A 
SMALL ADJUSTMENT TO OFFSET AN ESTIMATING INCREASE IN 
CERTAIN OF THE NATIONAL ACCOUNTS ADJUSTMENTS. THE MAIN 
POLICY DEVELOPMENT SINCE CMND 6721 HAS BEEN THE AGREE- 
MENT REACHED BY NATO MINISTERS IN THE SUMMER OF 1977 
THAT THEY SHOULD AIM AT AN ANNUAL INCREASE IN DEFENCE 
EXPENDITURE IN THE REGION OF 3 PERCENT FOR THE PERIOD 
1979 TO 1984 IN ORDER TO AVOID A CONTINUED DETERIORATION 
IN THE RELATIVE DEFENCE CAPABILITIES OF NATO AND THE 
WARSAW PACT. THE PROVISIONAL DEFENCE BUDGET FIGURES FOR 
1979-80 AND 1980-81 HAVE BEEN REVISED IN THE LIGHT OF 
THIS AGREEMENT, AND THEY PROVIDE FOR ANNUAL GROWTH OF 
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3 PERCENT OVER THE REVALUED CMND 6721 FIGURE FOR 1978- 
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79. THE 1980-81 FIGURE WILL BE SUBJECT TO REVIEW IN THE 
1978 SURVEY IN THE LIGHT OF OUR ECONOMIC CIRCUMSTANCES. 
THE FIGURE FOR 1981-82 IS AT THIS STAGE SIMPLY A REPEAT 
OF THE FIGURE FOR 1980-81. A FIRM FIGURE FOR 1981-82 
WILL BE DETERMINED IN DUE COURSE IN THE LIGHT OF 
DEVELOPMENTS IN THE ECONOMY AND THE PLANNED DEFENCE 
PROGRAMME. 

NATIONAL ACCOUNTS ADJUSTMENTS 

3. THE CHANGES IN THE NATIONAL ACCOUNTS ADJUSTMENTS 
REFLECT INCREASES IN THE PLANNED LEVEL OF CAPITAL 
EXPENDITURE BY THE ROYAL ORDNANCE FACTORIES AND, FOR 
L976-77, CHANGES IN THE LEVELS OF THEIR STOCKS AND WORK 
IN PROGRESS. THERE HAVE ALSO BEEN ESTIMATING CHANGES 
IN OTHER OF THE NATIONAL ACCOUNTS ADJUSTMENTS. END 
TEXT. 


2. THE CHANGES FROM LAST YEAR'S WHITE PAPER. CMND 6721 
REVALUED ARE GIVEN AS FOLLOWS: BEGIN TEXT: 

CHANGES FROM CMND 6721 REVALUED 
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76-7 77-8 78-9 79-80 80-1 
DEFENCE BUDGET -218 -85 #6 -55 #119 
CMND 6721 

REVALUED 6544 6329 6280 6521 6541 
NATIONAL ACCOUNTS 
ADJUSTED #48 #14 #6 #5 #3 
CMND 6721 

REVALUED -13 -3 -3 #23 -3 
END TEXT. 
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